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Since reform and openness in 1978, China’s manufacturing industry has realized 
magic growth in path of “exogenous technological progress combined with 
endogenous scale expansion”. However, native enterprises, whose profit comes from 
the intensive use of cheap elements and obvious low cost advantage, are lack of 
independent technological innovation. Meanwhile, high speed growth of economy 
caused factor endowment changed from labor and earth intensive to capital and 
knowledge intensive, which eliminated the factor endowment base of the economy 
growth itself. Therefore, capital market is in front of structural surplus; labor market is 
distorted layer by layer; manufacturing industry is forced to transformation urgently. 
Under the trend of falling profit, native enterprises generally choose “adjustment 
technology innovation” to adjust input structure of factors, but not choose 
“knowledge-based technology innovation” to promote technology progress. This 
phenomenon shows that native enterprises are not only able to, but also willing to 
invest resource to innovation, and shows that more efficient innovation cannot be 
achieved by individual enterprise. 
By analyzing contract structure in vertical specialization production system, we 
find that more efficient independent innovation is rooted in the “cooperative system 
of knowledge-based technology innovation”. In this system, final-goods supplier’s 
technology innovation depends on overall technical level of numerous intermediate-
goods suppliers. Furthermore, each intermediate-goods’ too expensive innovation 
cost can collapse all enterprises’ innovation plan. A manufacturing industry depending 
on cooperative system of knowledge-based technology innovation will keep gradual 
technology progress and stable profit level. While a manufacturing industry general 
depending on exogenous technology and out-sourcing will jump to new equilibrium 

















industry, developed countries realized endogenous technology innovation and 
economy growth in long time, while developing countries are forced to transform their 
growth path after dramatic growth for several decades. 
By analyzing property rights structure behind contract structure, we find there 
are some “important resource”, such as patented technology, tacit knowledge and 
hidden process. In R&D process of cooperative innovation system, enterprises who 
have ownership of important resource cooperate whit each other equally to protect 
the monopoly of important resource and, meanwhile, raise efficiency. In production 
process, use right of important resource separates from the ownership to producers 
by OEM, joint stock and technology trade. Because enterprise who have ownership 
decides which enterprise should be given the use right, unequal rights bring unequal 
market status of them. In this situation, only own the ownership of important resource 
could enterprises take part in the cooperative innovation system. Only in cooperative 
innovation system could enterprises realize the reproduction of important resource.  
OEM, joint stock and technology trade cannot change the property rights 
structure in vertical specialization production system, so have no effect on 
manufacturing industry’s transformation. The only strategy should be building 
cooperative innovation system in native market. In specific strategy, improving market 
mechanism and focus resource into key technology in cooperative innovation are 
necessary to start native cooperative innovation system. 
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